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EXECUTIVE SUMMARY

SBC and Ameritech have met their burden of demonstrating that their merger is in the
public interest. The Commission should grant the pending transfer of control Applications
promptly and unconditionally.

The Applicants have made a public interest showing of unprecedented scope and detail.
The Applications contain a thorough, detailed narrative Public Interest Statement that is
supported by a dozen sworn affidavits from senior officers of the Applicants and numerous
leading economists, and by a wealth of additional data.

The responses to those Applications consist principally of petitions and comments filed
by the Applicants’ actual or potential competitors. These responses fail to undermine our
showing: that the Applicants are well qualified; that the merger is necessary to enable the
Applicants to implement their National-Local and global competitive strategy; that this strategy
will serve both business and residential customers; that this merger also will produce measurable
efficiencies and synergies; and that it will ignite competition nationwide and around the globe,
thereby achieving one of the principal goals of the 1996 Act.

In this opposition to the petitions to deny and reply to the comments that have been filed
in this proceeding (hereafter “Reply”), the Applicants address the issues our competitors and
others have raised, many of which have nothing to do with this merger.

The introductory section reviews the market forces behind the merger, why the
Applicants decided to merge, why the merger is necessary, and the benefits the merger will
produce for competition and for all types of consumers.

The second section answers our competitors’ suggestions that SBC/Ameritech is not

seriously committed to its National-Local and global strategy and that the merger will not result




in numerous synergies and efficiencies. This section reaffirms SBC/Ameritech’s commitment to
that strategy and explains why the strategy could not be implemented without the merger. This
section also reviews the merger-specific efficiencies and synergies. As we have demonstrated,
even if the procompetitive and other benefits of the merger and the Applicants’ National-Local
and global strategy were only realized outside our region — and the in-region effects were
neutral — it would be in the public interest to approve the merger and thereby cnat;le this
strategy to be implemented. However, the benefits of this merger will not be limited to the areas
outside of the combined company’s current service area, and they will not be confined to large
businesses.

The third section discusses specific competition-related issues and answers our
opponents’ claims that the merger would reduce potential competition, adversely affect the
Commission’s regulatory tools, lead to discrimination against other carriers, or have other
adverse competitive effects.

The last two sections review why the Commission should not impose conditions on the
merger, why no evidentiary hearing is needed, and why the merger should be approved.

Finally, this Reply includes two sets of attachments. These consist of eight sworn
affidavits of company officials, economists and others, and two closing appendices. The closing
appendices address certain allegations regarding SBC and Ameritech that have been raised in the

petitions and comments but which, in general, are unrelated to this merger or are the subject of

other proceedings before this Commission, the States or other forums.
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JOINT OPPOSITION OF SBC COMMUNICATIONS INC. AND AMERITECH
CORPORATION TO PETITIONS TO DENY AND REPLY TO COMMENTS

Pursuant to the July 30, 1998 Public Notice, SBC Communications Inc. (“SBC”) and
Ameritech Corporation (“Ameritech”) (jointly, the “Applicants”) hereby submit this Joint

Opposition and Reply (“Reply”) to the petitions to deny and comments filed in this proceeding.'

' Inthis Reply, we have cited a particular party’s petition or comments by identifying the

name of the party and the page number we are citing to (e.g., “AT&T at 5”). The affidavits
accompanying this Reply have been cited by the name of the affiant, followed by the word
“Reply” and the paragraph number we are citing to (e.g., “Kahan Reply Aff. §4”), in order to
distinguish them from the affidavits which accompanied the Public Interest Statement submitted
with the Applicants’ transfer of control Applications. Those original affidavits are simply cited
as, for example, “Kahan Aff. §3.”




I INTRODUCTION

A, The Telecommunications Marketplace Is
Changing Rapidly And Fundamentally

In the decade following passage of the 1996 Act, telecommunications markets will grow
more, and change more profoundly, than they did in the century that preceded it. These changes
are being propelled by: (1) fundamental shifts in regulation, (2) dramatic advances.in
technology, (3) the globalization of all major markets, (4) increasingly strong economies of
scope and scale and (5) the rapid evolution of customer demand for seamless, bundled, end-to-
end service. This merger is a logical, necessary and pro-competitive response to these
irreversible and widely recognized trends.

Our major competitors, actual and prospective, would understandably prefer to block us
from reacting to these industry-transforming trends, even as they themselves are responding to
these trends vigorously in the marketplace. Accordingly, they ignore, downplay or deny
indisputable market realities in the comments and petitions they have filed with the Commission.
But what they are telling market analysts, shareholders and customers is precisely the same as
what we are telling the Commission: the market is changing fast and fundamentally, and, to
remain competitive, major players must grow and reach outward aggressively into new markets.
Yesterday’s ways of doing business cannot endure.

Deregulation. Across the United States and in much of the rest of the world, the
exclusive franchise has disappeared. The 1996 Act and state law changes ended that franchise
here; most of the rest of the world is doing the same, by way of the WTO Agreement, the
deregulatory initiatives of the European Commission and its member nations, and parallel

initiatives in Asia and South America.




Technology. Data and wireless networks have risen from nowhere to bid for
commanding positions in the marketplace. Formerly separate media and industries are
converging rapidly. Supply and demand for digital bandwidth are doubling every few years.
The Internet alone is a phenomenon whose full implications we have scarcely begun to grasp.

Globalization. On both the supply and the demand side, telecommunications is fast
becoming a global marketplace. The major emerging providers will operate networks that span
the globe. Their major customers will build cars, fly planes, operate banks and sell insurance on
a comparable scale. Major U.S. corporations will either meet the globalization challenge
successfully or surrender their competitive positions to others that meet it better.

Economies of Scale and Scope. Network industries have always been characterized by

powerful economies of scale and scope. Those economies are growing stronger as the
infrastructure of telecommunications networks becomes ever more dependent on computer
technology, software and the overall management of technical know-how and marketing
knowledge.

Customer Demand. Customers, both large and small, are well aware of the new
possibilities: the industry is thus changing just as fundamentally on the demand side. To begin
with, demand is growing at double and triple-digit rates. The growth is coming principally from
large and mid-size corporate customers, which are knitting together national and global
businesses with digital networks.® It is also coming from small business and residential users,

who are piling new hours of data and wireless usage on top of their traditional, much more

? See Vice President Gore, Remarks to TransAtlantic Business Dialog (Nov. 7, 1998)

available at LEXIS, Legis Library, Curnws File.
*  See Gilbert/Harris Reply AfF. Y 6, 37-42.




modest demand for landline voice services. Customers of every size are now seeking bundled
services and single-source providers.*

Judging from their actions in the marketplace, our major competitors see these trends
exactly as we do, and are responding to them exactly as we are. The
MCI/WorldCom/MFS/Brooks Fiber/UUNet conglomerate just completed its fourth major
acquisition in less than three years. In multi-page advertisements that have run acrc_)ss the nation

and worldwide, that company declares that it now stands alone in its ability to offer a fully-

integrated, end-to-end package of services over a single global network® AT&T, which is
following up its acquisitions of McCaw and TCG with the acquisition of TCI and Vanguard

Cellular, has recently announced a joint venture with BT, through which it plans to market

See Public Interest Statement at 14; Kahan Aff. § 30; Carlton Aff. § 12; Schmalensee/Taylor
Aff. § 14; Kahan Reply Aff. f 14-20; Carlton Reply Aff. § 16; Grubman Reply Aff. § 2.
Numerous large corporate customers have submitted comments in this proceeding attesting to the
demand for this type of service and supporting this merger as a means of satisfying that demand.
For example, Shell Oil, which has been a major customer of SBC for years and has even
participated in trials for new services, stated that it “did not even consider SBC in its most recent
solicitation of bids . . . because of SBC’s inability to provide service in certain areas of the
United States.” Letter of Shell Oil Co. See also Letters filed by Abbott Labs, Allegiance
Healthcare Corp., Amoco Production Co., Bank One, ComEd, Compagq, Dresser, Edward Jones,
Emerson Electric Company, Huntington Banks, Levi Strauss & Co., Travelers Group, Ultramar
Diamond Shamrock and the University of Illinois.

See, e.g., MCI WorldCom two-page advertisement, Wall St. J., Nov. 5, 1998, at B-18-B-19
(“One wholly owned global network. Voila! One seamless global network. Only one company
has it. MCI WorldCom.”) (emphasis added) (“MCI WorldCom two-page advertisement”); MCI
WorldCom 12-page advertising supplement, Wall St. J., Oct. 1, 1998, at R1-R12 (Kahan Reply
Aff. Ex. 1).

In its advertisements, MCI WorldCom answers the question of “How do we do this?” by
saying “Simple. By building hundreds of . . . networks.” MCI WorldCom two-page
advertisement. The real answer, of course, is that this was accomplished by a succession of
mergers, each of which was approved by this Commission. In addition, in saying that it can
serve everyone, everywhere, MCI WorldCom concedes that this includes the states served by
SBC and Ameritech. See also Gilbert/Harris Reply Aff. 7.




aggressively BT’s Concert service,® and is reported to be in active negotiations with Time
Warner and other U.S. cable companies.” Already in control of over 75% of the long distance
presubscribed access lines, AT&T and MCI WorldCom now boast to both analysts and
customers that their local networks serve 90-100 or more cities and can reach 70-90% of all
business subscriber lines.® Sprint has forged an alliance with France Telecom and Deutsche
Telekom and is poised to roll out its new “ION” service nationwide. Bell Atlantic i-s seeking to
merge with GTE.” And Teligent, with substantial backing from Nippon Telephone & Telegraph,

has launched service in 10 major cities throughout the country, with many more to follow. '’

6  SeeRebecca Blumenstein, AT&T Plans to Agressively Market BT’s Concert

Communications Service, Wall St. J., Nov. 11, 1988, at B16 (noting also, “Observers say the
move is long overdue for AT&T, which has seen its growth in the international business market
slow as other global alliances it formed failed to meet expectations. ‘They have already ceded a
lot.” ... Today’s expected announcement underscores AT&T’s intention to compete vigorously
against the newly combined MCI WorldCom Inc. Just days afier the merger was finalized, MCI
WorldCom announced an ambitious initiative to serve international business customers on its
own network, called On-Net.”).

Leslie Cauley, AT&T Chairman Presses Cable Firms on Phone Venture, Wall St. J., Nov. 3,
1998, at B19.

See, e.g., Grubman Reply Aff. § 3.

See Carlton Reply Aff. §f 43-44. The current market capitalization of these entities is
comparable to or exceeds that of SBC and Ameritech. AT&T/TCG/TCI/BT has a market
capitalization of approximately $211 billion, MCI WorldCom stands at $98 billion and
Sprint/France Telekom/Deutsche Telekom stands at $177 billion. By comparison, a combined
SBC/Ameritech would have a market capitalization of $145 billion. Bloomberg, Nov. 11, 1998.

10

9

See Teligent Press Release, Teligent Launches Service in First Ten Markets, Vows to Start a
Communications Revolution (Oct. 27, 1998), available at <http://www.teligent.com/templates/
temp_pressrel.asp?content_id=165> (visited Nov. 13, 1998). Teligent has announced that
businesses can now receive “One flat monthly payment. One online bill. Local. Long distance.
Internet. All for up to 30% off.” Teligent full-page advertisement, Wash. Post, Nov. 10, 1998,
at C5.




B. The SBC/Ameritech Merger Is A Response To These Changes

SBC and Ameritech’s decision to join forces in order to be able to pursue their National-
Local and global strategy responds to the same forces that are reshaping every major player in
the industry. In our business judgment, the best interests of our customers, employees and
shareholders cannot be advanced, cannot even be protected, by a strategy of trying to stand still
as a stay-at-home regional player. The new SBC is committed to offer facilities-based
competition for both business and residential customers in 30 of the largest MSAs in the country
outside of their existing service areas.

Our National-Local and global strategy commits SBC and Ameritech to expand quickly
into these new markets. Since filing the transfer of control Applications, we have accelerated
our planned schedule for doing so, impelled by the fast-evolving capabilities and announced
expansion plans of MCI WorldCom, AT&T/TCI and Bell Atlantic/GTE, and by the increasingly
urgent demands of our customers. SBC’s plans currently contemplate installing facilities in most
of these new markets within 1% years of closing, and fiber within 2 years, much faster than we
planned only a few months ago.'! Key high-level employees have already been assigned to

oversee the plan.> And we are now considering adding markets in addition to the first 30."

"' See Kahan Reply Aff. 22. Obviously, this accelerated roll-out will result in consumers

realizing the procompetitive effects of the merger more quickly. See Carlton Reply AfT. { 39-
42,

12 See Kahan Reply Aff. §{ 24-25. SBC recently announced the appointment of Stephen

Carter, who has been in charge of serving wholesale customers and interconnection throughout
SBC’s region, as the senior executive in charge of implementing the National-Local Strategy.
His extensive experience with interconnection should be invaluable as SBC becomes a CLEC.
Mr. Carter and his team are actively engaged in numerous activities to plan for the
implementation of the National-Local Strategy. Id. § 25.

' See Kahan Reply Aff. 23.




The new SBC is equally committed to install facilities in major international markets, in
pursuit of the business of multinational corporations. These investments will make it easier for
U.S. companies to link up with their foreign facilities, as well as with customers and suppliers in
foreign countries. Only a small number of competitors are likely to emerge with the capabilities
to serve this global market. As we have noted, MCI WorldCom currently claims to serve it
alone. The new SBC is committed to join it, and thus to increase competition in the provision of
services critical to the global prosperity of American business.

Our competitors inform the Commission that SBC and Ameritech do not need to merge
to do all of this, that each company could implement a comparable plan on its own. Their
vigorous efforts to expand and restructure their own businesses demonstrate otherwise. Standing
alone, neither SBC nor Ameritech has the personnel, the customer base or the revenue stream to
implement a competitive strategy of this scope and scale. Standing alone, neither company could
incur the risk and earnings dilution that such a massive expansion entails. Each of MCI,
WorldCom, MFS, Brooks Fiber, AT&T, McCaw, Teleport, TCI, Sprint, France Telecom,
Deutsche Telekom, Bell Atlantic, GTE and others are not going it alone. Mergers and global
alliances make companies larger, but the competitive challenges are growing even faster. As our
competitors all know, it is not possible to be a viable competitor in national and global markets
by building out in small, modest increments over an extended period of time. The critical base
of customers with national and global operations will not give their business to providers who
offer service in just a few markets, with a promise of more to come at some distant date down the

4
road.!

4 See Kahan Reply Aff. ] 21; Gilbert/Harris Reply Aff. {1 58-60.




C. The Benefits Of The Merger Are Enormous And Have Been Proven

Out-of-Region. There can be no doubt that SBC/Ameritech’s National-Local and global
strategy will advance the public interest in 30 major domestic markets outside the 13 states that
the two companies currently serve and in numerous foreign markets.® The arrival of a robust,
committed new competitor will stimulate the market-opening process. It will offer both business
and residential customers a significant, new, facilities-based competitive choice for-a fully-
integrated package of services. If this competition reduces local service rates in the 30 markets
by even one percent, small businesses and residential households alone would save
approximately $118 million annually, with over half of that savings being realized by residential
customers.'® The merger will make the long distance market and the market for bundled services
more competitive as well. And it will establish a strong, new U.S -based international carrier.
These benefits alone are fully sufficient to establish that the merger is in the public interest.

A number of our opponents — our competitors notably among them — complain that the
National-Local Strategy focuses too much on large business customers.'” Yet if there is one
thing that clearly distinguishes our competitive plans from those of most of our opponents, it is
our balanced commitment to pursue mass market customers as well as large and mid-size

businesses.'* SBC and Ameritech have determined they can profitably serve residential and

> See Carlton Reply Aff. 9 57-59 (describing how a new participant can have a strong

procompetitive impact in the emerging market for nationwide bundled services and can result in
significant consumer benefits).

' Carlton Reply Aff. § 58 n.53.

7 See AT&T at 36; Consumer Coalition, Baldwin & Golding Aff. § 12; Sprint, Besen Decl.

at 17, Hayes Decl. at 24; McLeodUSA at 4; CoreComm Newco at 12-14; Focal Communications
at 11, Hyperion Telecomm. at 7-8; Level 3 Communications at 5. But see Citizens for a Sound
Economy Foundation at 25-27, Communications Workers of America at 4.

12 See Public Interest Statement at 15-16, 21-22.




small-business customers'’ alongside the anchor tenants, the large and mid-size business
customers. Our recent research reveals that a significant percentage of residential and small
business customers are within reach of the first out-of-region offices that the merged company
plans to equip with switches and fiber.”® Building these offices will give the new SBC direct
access to a large base of residential and small business customers. Unlike our major competitors,
we have learned how to provide innovative, low-cost services to all customers, inclilding low-
income households. Our National-Local Strategy commits us to doing so. We will deploy 60
switches to serve large and mid-size businesses; we will deploy an additional 80 switches to
serve the mass market.?> We are committed to offering service to a majority of the mass-market
customer segment. SBC’s research shows that the percentage of “high-use” customers does not

vary much across income levels.> We aim to capture approximately 4 percent of this segment of

the market within just a few years.?

¥ While in general the cost of providing basic local residential service on a stand-alone basis

exceeds the rates that can be charged for it, Gilbert/Harris Reply Aff. { 76-77, the Applicants
have determined they can profitably serve out-of-region residential customers through bundled
packages. See Kahan Reply Aff. §{ 29-33; Carlton Aff. § 9, Gilbert/Harris Reply Aff. § 74. In
fact, small business and residential services contribute 33 percent of the revenue the National-
Local Strategy is expected to generate by its fifth year and contribute 22 percent of the estimated
value of the plan. See Carlton Reply Aff. § 83 n.72.

% See Kahan Reply Aff. 47 29-33; Notice of Ex Parte Presentation from Wayne Watts,
General Attorney and Assistant General Counsel, SBC Communications Inc., to Magalie Roman
Salas, Secretary, Federal Communications Commission (October 6, 1998) (“SBC October 6,
1998, Ex Parte Letter”).

21 Public Interest Statement at 15-16.

2 See Kahan Reply Aff. 94 30-31. For example, as that affidavit reveals, 17.1% of households
with incomes in the range of $15,000 to $24,999 are “high-users,” while 18.9% of the
households with incomes of $100,000 to $119,999 are “high-users” (i.e., households that spend
over $48/month).

23

See Public Interest Statement at 15-16; Kahan Aff. § 63. This projection represents only the
Applicants’ share of the newly competitive local exchange market for residential and small
(Footnote continued on next page)




For example, Attachments 12 and 13 to the Kahan Reply Affidavit consist of maps that
show representative plans for our entry into the Washington, D.C. and Tampa, Florida markets.
The maps show the locations of large business customers to be targeted, the planned and existing
facilities to be used, and the areas where mass market customers, including both low-income and
minority households, are concentrated. The new SBC is firmly committed, and strongly
motivated, to provide service, including innovative new products and services, to re_:sidential
customers at all income levels.?*

Ours was thus the first viable, publicly announced commitment to provide facilities-based
competitive service to residential customers on a broad scale out-of-region. We are not the ones
who are focusing our efforts on large business customers — that is the business strategy of our

. . 5
main competltors.2

(Footnote continued from previous page)
business customers. Other new competitors, particularly the IXCs, are also expected to gain
substantial market share at the expense of the ILECs.

2% Since the new SBC will have both the incentive and the ability to serve low-income

households, concerns about “red-lining,” see Edgemont Neighborhood Coalition at 3-5, are
misplaced.

2> See Public Interest Statement at 20; Carlton Aff. §36. For example, MCI WorldCom’s
advertising concentrates on its large business offerings. See, e.g., MCI WorldCom 12-page
advertising supplement, Wall St. J., Oct. 1, 1998, at R1-R12 (Kahan Reply Aff. Ex. 1). (“We
can handle more than half of American business’s local calling needs in the U.S. alone.” “MCI
WorldCom’s network lets global businesses have one company for all their voice and data
services, wherever they do business.”). Likewise, AT&T’s joint venture with BT and its merger
with TCG both reflect its focus on large business customers. See AT&T/BT Press Release,
AT&T and BT to Form $10 Billion Global Venture to Serve Customers Around the World
(July 26, 1998), available at <http://www att-bt-globalventure.com/news/index.html> (visited
Oct. 13, 1998) (describing how two of three business units will exclusively serve multinational
businesses while the third will develop and manage the carriers’ international correspondent
relationships for business and residential customers alike). Likewise, press releases recently
issued by Hyperion Telecommunications (along with MediaOne) and Level 3 Communications
illustrate those companies’ focus on business customers. See Hyperion Communications Press
Release, Hyperion Communications to Acquire Business Telephony Interests in Jacksonville and
(Footnote continued on next page)

-10-




In-region. As evidenced by the many congressional letters filed in this docket,?® this
merger will also advance the public interest in-region. And in-region, too, residential customers
will be numbered among the most important beneficiaries.

To begin with, the merger will enhance our ability to innovate, compete and improve our
products and service in the 13 states SBC and Ameritech already serve. In-region local
customers will enjoy the benefits of the numerous synergies and efficiencies that t};e merger will
cause. By unifying procurement for both their wireline and wireless operations, SBC and
Ameritech will be able to buy and deploy new equipment at lower cost. We will realize
significant economies by consolidating operations: marketing, new product development,
advertising, research and development teams and real estate management. The merger will

enhance our joint ability to develop and quickly bring to market new products and services.”’

(Footnote continued from previous page)

Richmond From MediaOne (Nov. 4, 1998), available at Westlaw, 11/4/98 PR Newswire
21:14:00 (““Hyperion can focus on its core competencies in the business arena.’””); Level 3
Communications Press Release, Level 3 Communications Launches San Francisco Facility;
Level 3 Expects to Have Operations in 12-15 Cities by Year-End (Oct. 26, 1998), available at
<http://biz. yahoo.com/prmews/981026/co_level 3 2 html> (visited Oct. 29, 1998) (“Level 3 has
announced it will construct local city networks directly serving businesses in 25 U.S. cities
within the next three years.”); Teligent full-page advertisement, Wash. Post, Nov. 10, 1998,
at C5 (“Teligent is changing the way you manage your company’s communications expenses
forever.” While Teligent says it will also serve “small and mid-sized companies,” there is no
reference to residential customers.) (emphasis added).

% See Letters by Reps. Jesse Jackson, Jr., Bobby Rush, John Shimkus, Rob Blagojevich, Jerry
Weller, Tom Ewing, Danny Davis, John Porter and Ray LaHood of Illinois; Reps. Lee Hamilton
and Edward Pease of Indiana; Rep. Jim Barcia of Michigan; and Reps. Paul Gillmor, John

Boehner, Tom Sawyer, Steven LaTourette, Michael Oxley, Ted Strickland and Bob Ney of Ohio.
27

For example, when PacBell announced the deployment of ADSL in California, State Senator
Steve Peace explained:

I applaud Pacific Bell’s commitment to accelerate deployment of
this advanced telecommunications infrastructure on behalf of
California businesses and consumers . . . This is truly the
technology that California needs to remain competitive in the 21st
(Footnote continued on next page)
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For example, based on the SBC/Telesis experience, consumers can expect greater network
reliability, improved access to service representatives, accelerated repair intervals, broader
channels to purchase services and accelerated product introduction schedules.?® We will
implement the best ideas and practices throughout the company.

Most importantly, our National-Local Strategy will allow us to compete to keep a base of
large and mid-size business users on our in-region networks. It is critical for us to be able to
compete for these customers who are responsible for a very large and disproportionate share of
telecommunications revenues.”’ We are, and will be, able to provide low-cost, universal service
to residential users over state-of-the-art networks only to the extent those networks continue to
be shared with anchor business tenants. If we fail to implement our National-Local and global
strategy, our anchor tenants will fall away, year by year, leaving our small business and
residential users to shoulder the high fixed costs of maintaining and upgrading our networks on

their own. Such an outcome is plainly contrary to the public interest and inimical to this

country’s long-standing national policy to spread network costs and promote affordable service

(Footnote continued from previous page)
century, for it has social, educational and business applications that
benefit each and every one of us.

See SBC Press Release, SBC Communications Announces Broad ADSL Deployment Across
California (May 27, 1998) available at <http://www.sbc.com/News/Article.html?query_type

=article&query=19980527-02> (visited Nov. 4, 1998).

% Kaplan Reply Aff. passim.

¥ See Grubman Reply Aff. | 5; Kahan AfT. 19 13-15 (the top 1 percent of business customers
of Southwestern Bell Telephone Co. (“SWBT”) generate 18 percent of SWBT’s revenues —
revenues which are used to cover the common costs of the networks used by the remaining 99
percent of SWBT’s customers). The concerns expressed by the Michigan Consumer Federation
and Parkview Areawide Seniors are therefore misplaced. Residential customers will benefit, not
suffer, from the merger, even if it does not result in a rate reduction in the Ameritech states. See
Michigan Consumer Federation at 7, 11; Parkview Areawide Seniors ¥ 4.
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to mass market customers. Implementing our strategy will allow us to continue to fulfill that
policy by enabling us to compete more effectively to keep a share of large and mid-size users on
our networks.

Jobs. Job creation is an additional significant public benefit of the merger.>® In-region
and out, the merger will permit us to create thousands of new, high-quality and well-paid jobs —
which is why the largest union of telecommunications workers in the country strox;gly supports

this merger.’! And the competitive impacts of the merger will have positive effects across the

economy. A recent study for the California Manufacturers’ Association, for example, predicted

3 Again, as comments submitted by Members of Congress attest, job creation — such as the

over 2000 new jobs created in California by the SBC/Telesis merger — is a significant public
benefit. See note 26 above. In his May 10, 1998 letter to Ameritech Chairman Notebaert, SBC
Chairman Whitacre, with the full support of SBC’s Board of Directors, made various
commitments regarding actions to be taken by the new SBC following the merger. Among other
things, such as maintaining Ameritech’s charitable contributions, community activities and
support for economic development and education, Mr. Whitacre pledged that the new SBC will

insure that, as a result of the merger, employment levels in
[Ameritech’s] five state region will not be reduced due to this
transaction and, in fact, as we discussed this transaction is based on
‘growth and we fully expect employment levels to increase as a
result of the merger.

Communications Workers of America at 6-10. (“The emphasis on job-growth and business
expansion in the SBC/Ameritech merger contrasts vividly with so many other mergers which
focus on . . . firing workers.”) Other supporting comments have also focused on job creation.
See Letters filed by the NAACP Illinois State Conference of Branches, the NAACP Indiana
State Conference, the Indianapolis Urban League, the Indiana Chamber of Commerce, the Ohio
Conference of NAACP Branches, the Cleveland Branch of the NAACP, the Wisconsin
Economic Development Ass’n, Inc., the Wisconsin State NAACP Conference of Branches, the
Milwaukee Urban League, Forward Wisconsin, the National Association of Commissions for
Women, the League of United Latin American Citizens and the National Latino
Telecommunications Task Force.

31
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that “640,000 new jobs and an increase of more than $200 billion in gross state output by 20017
will result from the broad deployment of services such as PacBell’s ADSL.*

New Competitive Entry in the SBC/Ameritech Territory. We fully expect that our out-
of-region expansion will ignite competition for both business and residential customers within
our region. By their actions, if not their words in this proceeding, our competitors have already
confirmed that it will. Our out-of-region expansion will put the combined compan_y in head-to-
head competition with all major interexchange carriers and incumbent local carriers. These
companies will be forced to respond in kind, because they will face the same business peril that
SBC and Ameritech now face — the progressive loss of key business customers whose revenues
are essential to support the high fixed costs of deploying and upgrading networks.*> And when
we make mass market customers a pillar of our competitive strategy, our competitors will have
to follow suit or risk losing that large additional pool of revenue. AT&T/TCI announced their
plans to merge soon after we announced ours. Bell Atlantic/GTE followed soon after that. Both
companies promptly informed the Commission that through their mergers they would intensify

their efforts to compete in SBC’s and Ameritech’s region.>

32

See CMA Press Release, CMA Takes Lead in Introduction of High-Speed Internet
Technology (May 27, 1998), available at <http://www.camfg.con/news/may/pr0S5.html>
(visited Nov. 5, 1998).

3 Public Interest Statement at 24-25; Kahan Aff. 9 86; Carlton Aff. § 10; Schmalensee/Taylor
AfT. § 16; Gilbert/Harris Aff.  28; Carlton Reply Aff. §f 72-79 (presenting the economic theory
that describes the motivations behind such responsive entry and noting that the Bell
Atlantic/GTE merger is the first such competitive response).

34

See In re GTE Corp. and Bell Atlantic Corp. for Consent to Transfer of Control, Application
for Transfer of Control, CC 98-184, at 6 (filed Oct. 2, 1998) (“BA/GTE Application for Transfer
of Control”) (“With its local telephone facilities broadly dispersed throughout the United States,
GTE is the ‘enabler’ that will allow Bell Atlantic to attack other Bell company strongholds
across